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1 . 



INTRODUCTION 



1.1 This consultation document seeks views and proposals on 
the working and enforcement of the Consumer Credit Act 
1974. These will inform a review of the Act by the 
Director General of Fair Trading as part of the 
Government’s Deregulation Initiative. Views are also 
sought on how best to implement section 104 of the 
Courts and Legal Services Act 1990, for which one 
option is action under the Consumer Credit Act. The 
outcome of the Director General's review will be a 
published report to Ministers. 

1 . 2 The stated aims of the Government 1 s Deregulation 
Initiative are better existing regulation, through 
cutting unnecessary burdens on business and reducing 
compliance and enforcement costs; effective new 
regulation, to the extent necessary, that takes account 
of potential compliance costs and the views of business 
in the way it is prepared, implemented and enforced; 
and greater awareness by public officials of the views 
and requirements of business through better 
consultation and communication. 

1.3 The Director General's review will concentrate in 
particular on the many regulations made under the Act 
and whether these impose costs and burdens upon 
providers of credit that go beyond what is necessary 
for effective consumer protection, having due regard to 
the fact that the latter was and remains the overriding 
purpose of the Act. 

1.4 It is the Director General's duty under the Act to keep 
under review its working and enforcement, and orders 
and regulations made under it, having regard to both 
the national interest and the interests of persons 
carrying on businesses to which the Act applies and 
their customers. 

1.5 Consumer credit has been identified as a priority issue 
by the Deregulation Task Forces established by the 
President of the Board of Trade, and the Task Forces' 
views have been taken into account by the Office in the 
preparation of this consultation document. 
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1.6 



This document is not intended to be an exhaustive guide 
to the Act. Rather it seeks to identify the most 
significant aspects of the legislation, point out main 
issues and pose some key questions germane to 
deregulation which may help focus the responses made to 
it. The Office will of course be interested to receive 
comments and proposals for change relating to all 
relevant aspects of the legislation, whether or not the 
matter in question has been touched upon in this 
document . 

1.7 The consultation document does not pose questions in 
relation to: 

( i ) Consumer credit licensing : the Office of Fair 

Trading believes that continuation of the 
present licensing system is the best way to 
maintain a high level of consumer protection in 
the market for credit, and has already so 
advised the Government. The Office is 
confident that this is also the majority view 
among credit providers. The Office has also 
put to the Government the view that, to the 
extent that the licensing system is retained 
intact and remains effective in ensuring the 
maintenance of high standards in the credit 
industry generally, correspondingly greater 
scope is perhaps created for a fresh look at 
the detailed secondary legislation under the 
Act. 

J .Business l ending and hiring : the Government 

made a proposal in 1988 to remove all business 
lending and hiring from the purview of the Act. 
This has not been implemented, but the proposal 
has recently been endorsed by the Deregulation 
Task Forces. The Government also recently 
asked the Director General to look again at 
this proposal. His advice was that he was not 
convinced it was a good idea. The Office plans 
to publish a second consultation document in 
the early autumn on the treatment of business 
consumers generally under the Act. This will 
provide an opportunity for further comment and 
discussion on the proposal. Consultation will 
also be sought on the question of extending the 
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coverage of the Act to small incorporated 
businesses (on which the Director General has 
reached the preliminary view that there is a 
case to be considered) as well as (as at 
present) unincorporated businesses and other 
bodies, and partnerships. 

1.8 Written comments in response to this paper are invited 
by 20 October 1993. They should be sent to: 

David Chapman Esq 
Office of Fair Trading 
Room 512, Chancery House 
53-64 Chancery Lane 
London WC2A ISP 

Tel. No: 071 242 2858 Ext. 537 
Fax. No: 071 269 8873 

Please also contact Mr Chapman if you have any 
questions about the consultation process or about the 
legislation itself and where copies of it can be 
obtained. 

1.9 It is the Office's intention to make all written 
submissions on the review publicly available and they 
should be prepared on that basis. Respondents desirous 
of keeping all or part of their submissions in 
confidence should indicate that clearly. The Office 
will scrupulously respect any such confidence, but 
nevertheless hopes that such instances will be few. 

1.10 The Office also intends to convene two public hearings 
on the review, at which respondents will have the 
opportunity to present their views to, and face 
questions from, a panel of senior OFT officials. There 
will also be open forum sessions at the hearings in 
order to allow wide-ranging discussion involving the 
audience as well as those giving evidence. The aim is 
to have as open and thorough a process of consultation 
as possible, and the Office will welcome further 
written submissions in the light of the public hearings 
up until 20 November. These will also be made publicly 
available . 
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1-11 The hearings will take place: 

(i) on 27-28 October 1993, at Glaziers Hall, 

9 Montague Close, London Bridge, London SE1 
9DD, beginning at 10.00 am; and on 

(ii) 2 November 1993, at DTI Yorkshire & Humberside, 
25 Queen Street, Leeds LSI 2TW , beginning at 
10.45 am . 

Those wishing to give evidence should please notify 
Mr Chapman by 30 September. It would also be helpful 
if those on the circulation list wishing to attend but 
not give evidence would also indicate this to 
Mr Chapman in order to help ensure smooth arrangements. 
The hearings will be open to all-comers on the day. 
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2 . 



THE LEGISLATIVE FRAMEWORK 



Origins of the Consumer Credit Act 



2.1 Changing social habits and attitudes in the 1950s and 
1960s led to a rapid growth in consumer credit. But 
existing legislation had developed in a rather 
piecemeal way within several distinct statutes, and 
concerns were expressed over the possible social and 
economic effects of credit as the so-called 'consumer 
society' grew during those decades. 

2.2 In September 1968 a committee under the chairmanship of 
Lord Crowther was appointed to carry out a wide ranging 
review of consumer credit. The Crowther Report, 
published in March 1971, found that there was no 
justification for concerns about the economic and 
social effects of consumer credit, but recommended a 
new and comprehensive legal framework to regulate it 
including a licensing system. The then Government 
responded in 1973 with a White Paper, "The Reform of 
the Law on Consumer Credit", which confirmed its 
intention to implement the recommendations of the 
Crowther Report with only a few modifications. The 
resulting Consumer Credit Bill received Royal Assent on 
31 July 1974, having been reintroduced unchanged by the 
new Government that had taken office earlier in 1974. 

2.3 Since then there have been considerable developments in 
the market for consumer credit. These changes are 
summarised in Annex 1. 

2.4 In December 1986 during the penultimate UK Presidency a 
European Community directive on consumer credit 
(87/102/EEC) was adopted by the European Council. The 
directive reflects a variety of the Act's key features, 
although its information requirements are less 
prescriptive than those of the Act. Harmonisation of 
the method of calculating APRs was addressed in an 
amending Directive adopted in February 1990 
(90/88/EEC). Once again this was to a degree modelled 
on UK legislation, although there are some differences 
whose apparently technical nature perhaps belies their 
importance. The Government have not yet implemented the 
latter directive, relying upon a transitional provision 
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in it permitting implementation to be postponed until 1 
January 1996. Reports on the operation of both 
directives must be presented by the Commission to the 
Council in 1995. The main provision of the two 
directives are summarised at Annex 4. 

The structure of the Consumer Credit Act 

2.5 The Act is divided into twelve parts: 



I 


The functions of the Director General of Fair 
Trading . 


II 


Definitions of types of credit and hire 
regulated under the Act. 


III - 


Licensing . 


IV 


Provisions governing the marketing of credit 
and hire. 


V 


Provision governing the entry into credit or 
hire agreements. 


VI 


Provision on issues arising during the lifetime 
of an agreement. 


VII - 


Default and termination of agreements. 


VIII - 


Provisions about security provided in relation 
to regulated agreements . 


IX 


Judicial control: enforcement orders in 
relation to otherwise unenforceable agreements; 
re-opening extortionate credit bargains. 


X 


Ancillary credit business - definitions and 
application of the Act. 


XI 


Enforcement by local authorities and the Office 
of Fair Trading. 


XII - 


Supplemental provisions. 
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This framework was to be given substance by detailed 
provisions in statutory instruments made under various 
sections of the Act, a process that continued for some 
ten years after 1974. The legislation defines those 
credit and hire agreements that are to be regulated, 
although Part IV of the Act on the marketing of credit 
has a wider coverage . 

2.6 An important element of the Crowther Report, 

subsequently reflected in the Act, was the concept of 
"truth in lending" : consumers were to be helped to 
protect themselves through the prescription of given 
levels of information to be made available at all the 
stages of credit and hire transactions. This concept 
lies behind the way in which the regulations made under 
the Act set out in detail the information which must be 
provided in credit and hire advertisements, quotations, 
agreements, and other notices. 

Functions of the Director General of Fair Trading in relation 

to credit and hire 



2.7 The Crowther Report recommended the creation of an 

independent Consumer Credit Commissioner. This role 
was subsequently conferred on the Director General of 
Fair Trading. Under the Act, the Director General's 
duties are: 

to administer the licensing system, and to 
adjudicate in relation to disputes about the issue, 
renewal, variation, suspension, and the revocation 
of licences; 

generally to superintend the working and enforcement 
of the Act and its regulations. The Director General 
has a number of powers of determination under the 
Act ; 

to enforce the Act and regulations when appropriate 
(most day-to-day enforcement is undertaken by local 
authorities ) . 

The Director General also has a general duty to keep 
under review commercial developments in the United 
Kingdom and elsewhere relating to credit and hire. 
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The role of licensing 



2.8 The purpose of the consumer credit licensing system was 
and is to ensure that, so far as possible, traders, 
brokers and advisers operating in United Kingdom credit 
and hire markets have high standards of integrity and 
honesty. Underpinning the Act was the belief that 
positive action to maintain such standards was 
necessary because the inequalities of information and 
of bargaining power which characterised these markets 
left considerable scope for unscrupulous traders to 
exploit consumers in an area where the latter were, or 
might be, particularly vulnerable to such exploitation. 
The Office continues to hold this view of the worth of 
the licensing system. 

2.9 Potential licensees must therefore satisfy the Director 
General that they are fit to hold a licence. In 
considering fitness, the Director General takes into 
account any relevant circumstances, and in particular 
any evidence tending to show that the applicant, or any 
of the applicant's employees, agents or associates 
(past or present) or, where the applicant is a body 
corporate, any person appearing to be a controller of 
the body corporate or an associate of any such person, 
has : 

- committed any offence involving fraud or other 
dishonesty, or violence; 

contravened any provision made by or under the Act, 
or by or under any other legislation regulating the 
provision of consumer credit or other transactions 
with individuals ; 

practised discrimination; or 

engaged in business practices which appear to be 
deceitful, oppressive, or otherwise unfair or 
improper (whether unlawful or not) . 

Just as an unfit applicant will be refused a licence, 
so an existing licence can be suspended or revoked 
where a licensee no longer appears to be fit to hold 
it . 
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2.10 A licence can be issued either to a single business, 
whether sole trader, partnership, incorporated or 
unincorporated company (a "standard licence") or to 
more than one business (a "group licence"). About 
20,000 licence applications, including renewals, are 
received each year by the Office. All but a very small 
number are accepted after checks for fitness have been 
made. Over 300,000 standard licences are currently in 
force, although it is probable that a considerable 
number are dormant. Only a few group licences have 
been issued, mainly to professional bodies. 

2.11 Licensing remains an effective weapon against 
unscrupulous traders and assists in deterring the 
manifestly unfit from even seeking to enter the market 
(a credit agreement made by an unlicensed trader is 
generally unenforceable by the creditor and unlicensed 
trading is an offence). It provides an overall 
"umbrella" of protection for consumers and reputable 
traders alike. It also enables the Office to influence 
standards of practice and behaviour generally in credit 
and hire markets, in order to protect consumers through 
identifying, tackling and eliminating malpractice. 

The secondary legislation 

2.12 Many statutory instruments have been made under the Act 
since it came into force, although a good many have 
been purely technical in nature. A list is provided in 
Annex 2. This also sets out which orders have been 
superseded. 

2.13 The most significant regulations are those arising from 
Parts IV to VII of the Act. These deal with seeking 
business, entering agreements, cancellation and 
withdrawal, early settlement and default. They are the 
basis for the way in which credit agreements are 
currently regulated and are described in more detail in 
Annex 3. The key issues in this review arise from these 
regulations . 

2 . 14 Some of the enabling sections of the Act giving the 

Secretary of State the power to make regulations are 
expressed in a mandatory form ("the Secretary of State 
shall...", "in the prescribed manner"), whilst others 
are discretionary ("the Secretary of State may "). In 
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addition, some of the enabling sections set out what 
the regulations shall include- The main regulations 
that are mandatory cover: 

Advertisements - mandatory requirement in section 
44(1) ; 

Total Charge for Credit — mandatory requirement in 
section 20; 

Agreements - mandatory requirement in section 60(1); 

Cancellation Notices and Copy Documents - mandatory 
requirements in section 58 and section 64; and 

Enforcement, Default and Termination Notices - 
mandatory requirements in sections 76, 88 and 98. 

2.15 Regulated agreements not drawn up and entered into in 
line with the appropriate documentation requirements 
set out in the regulations are not enforceable without 
a court order (and where certain provisions are 
breached, not even the court can enforce the 
agreement). Breach of the regulations governing the 
marketing of credit - the Advertisement and Quotations 
Regulations - carry criminal sanctions, enforced (in 
practice) by local authority trading standards 
departments . 

2.16 The number of prosecutions (including cases 
outstanding) under the Act and its subordinate 
legislation over the last three years is as follows: 



YEAR 


PROSECUTIONS 


CASES OUTSTANDING 


1990 


84 


6 


1991 


186 


29 


1992 


58 


52 


TOTAL 


382 


87 



All but a few of these prosecutions relate to the 
advertising and marketing of credit and almost all have 
been brought by local authorities rather than the 
Director General. 
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DTI 1 s credit marketing -proposals 



2.17 The DTI has lately been consulting on new regulations 
to extend and strengthen the credit marketing 
requirements of the Act in the following areas: 

the sending of credit circulars generally, and 
specifically to minors; 

extension of cancellation rights to agreements 
signed on trade premises and alignment of all 
cancellation rights to a period of seven days; 

the Advertisements Regulations ; 

the Agreements Regulations ; 

banning the sale of additional services by "negative 
option" techniques; 

greater information requirements in quotations for 
secured variable interest rate agreements; and 

unsolicited credit limit increases. 

The Director General has recently advised the 
Government not to proceed with this package on the 
grounds that it appears to offer little if any tangible 
addition to consumer protection yet involves a good 
deal of complex new regulation. The only exception to 
this advice was the proposal relating to secured 
variable interest rate agreements, which the Director 
General said he would like to consider further in the 
light of this present consultation. 

Other main provisions of the Act 

2.18 The Act covers a wide range of other important matters 
of which interested parties to this consultation will 
variously be aware. Examples are: 

rules relating to individuals ' access to credit 
reference files. 
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equal liability of creditors and suppliers for 
misrepresentation or breach of contract by the 
latter . 

rules relating to hire purchase transactions. 

rules relating to the re-opening by the courts of 
extortionate credit bargains. 

These and other such subjects are not covered 
specifically in this document, but the Office 
recognises that certain respondents will have 
particular interest in making proposals in such 
areas as these and looks forward to receiving any 
such proposals . Some proposals may however be more 
relevant to the second consultation document on the 
treatment of business consumers under the Act. 

"Tying-in" provisions in the Courts and Legal Services Act 

1990 (section 104) 

2.19 The purpose of section 104 of the Courts and Legal 

Services Act 1990 is to ensure that lenders give house 
buyers all the information they need to choose between 
a s free-standing ' mortgage and a mortgage offered with 
connected services such as insurance. The section has 
not yet been implemented. Whether it should be 
implemented by regulations made under the Courts and 
Legal Services Act itself or in effect by regulations 
under section 52 of the Consumer Credit Act 
(quotations) has yet to be decided. The issue is 
included here because it is pertinent to the review of 
the Consumer Credit Act. 
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3. 



COSTS AND BENEFITS OF THE ACT 



3.1 An important factor in measuring the impact of the 
legislation and regulations on business/ and weighing 
this against the benefits to consumers, is the cost of 
compliance and enforcement. In view of the complexity 
of the regulations, the Office is keen to obtain an 
assessment, to the extent practicable, of compliance 
and enforcement costs that arise under the Act, broken 
down as far as is feasible by specific regulation or 
activity. This includes costs incurred by local 
authorities, and the courts, in enforcing the Act. 

The Office is particularly keen to have the best 
possible assessment from Chief Trading Standards 
Officers (in confidence if necessary: it is only the 
national aggregate figure that the Office needs to take 
into account) of the resources devoted by their 
departments to consumer credit enforcement work in its 
widest sense and the implications for resource 
allocation of any possible changes in the legislation. 

3 . 2 Various questions in the next section of this document 
therefore request information about the costs of 
complying with and enforcing different aspects of the 
legislation. In responding to these questions, please 
explain to the extent possible the nature of the costs 
and whether they are recurring or non-recurring. 

3.3 Equally important are the benefits that flow from the 
legislation and regulations to both consumers and 
business. These will be characterised by the degree 
and effectiveness of the consumer protection ensured by 
any given rule or regulation and in sum by all the 
rules and regulations taken together. Please endeavour 
to state the benefits arising under the Act both in 
general and in particular and how these benefits may 
change for better or worse should the Act or its 
regulations be changed in any material way. 
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4. 



REVIEW QUESTIONS 



4.1 This section sets out what appear to be the most 
pertinent general and specific questions, from a 
deregulation perspective but always with consumer 
protection in mind, that arise on the main aspects 

of the legislation. They are intended more as an aide- 
memoire for respondents rather than a pro-forma 
although some respondents may find it useful to reply 
question by question. There are many other questions 
that can be posed, and comments and proposals are 
invited accordingly. 

General Questions about the Act 

4.2 The purpose of the Act is a high level of consumer 
protection in a particularly sensitive area of economic 
activity. The provision of credit has been a regulated 
activity in many societies since the earliest times, 
the reason invariably being the perceived vulnerability 
of debtors in the face of creditors. The Act, when 
passed in 1974, did not impose regulation for the first 
time where none had existed before, but was rather an 
attempt to impose a revised and comprehensive framework 
of rules in place of the previous, more diffuse and 
less satisfactory arrangements that had appeared all 
too often to have let consumers down when they were 
faced with unconscionable or otherwise unscrupulous 
behaviour by creditors. The issue to be faced now is 
whether this somewhat prescriptive regime, first 
instituted in the 1970s, remains appropriate or 
necessary for the 1990s and beyond, and whether, 
therefore, change is desirable. The following 
questions in this paragraph are neither exhaustive nor 
mutually exclusive, but perhaps help set the scene for 
general discussion about the role and objectives of the 
Act. 

Ql. Does a reasonably comprehensive framework of 

consumer credit law and regulation, underpinned 
by licensing, continue to be necessary in the 
1990s? 
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Q2. 



Q3 . 



Q4. 



Q5 . 



Does the present framework in practice deliver 
a high level of consumer protection? Is such 
detailed regulation necessary to achieve this 
aim? How else, or better, could it be achieved? 

Are there alternative means other than detailed 
regulations, for example more proactive use o 
licensing, to ensure high standards in the 
industry? Do detailed regulations on, for 
example, credit advertising actually deliver 
high standards in practice? Do they add 
positively to the sum of consumer protection 



What information and safeguards do customers 
really need (and when) in order to make 
informed and secure choices in the credit 
market of today? Do the Act and regulations as 
at present constituted deliver this? Is too 
much detail in advertisements or on documents 
as bad as, or worse than, too little? 



Assuming that given rules are essential, even 
if prescriptive, are criminal sanctions the 
appropriate way of enforcing them, especially 
where there is genuine scope for differing 
interpretations of complex regulations and, 
arguably, minimal consumer protection issues at 
stake as a result of such interpretation? Is 
there more scope for self ""regulation? 



Would it in any event be desirable to remove 
from the Secretary of State the obligation to 
make various regulations (paragraph 2.14 
refers) in favour of his having a discretion? 



Advertisements 

4 3 The purpose of the Advertisements Regulations is to 

ensure that advertising does not mislead consumers and 
to facilitate comparison by consumers between different 
credit and hire deals. The regulations governing full 
advertisements and quotations also prescribe the range 
of information which consumers are thought to need when 
considering entering into credit or hire agreements. 



Q7. a) How effectively do the Advertisements and 
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Quotations Regulations achieve this purpose? 

b) What are the compliance and enforcement costs 
(including court costs) of the regulations? 

c) What benefits accrue to consumers from the 
regulations as at present constituted? 

d) Are criminal sanctions the best means of 
enforcing the advertisements and quotations 
regulations? If not, what would be more 
appropriate and why? 

Q8. a) What would be the advantages and disadvantages 
for businesses and consumers if credit 
advertisements were subject to self -regulation 
by the Advertising Standards Authority, or a 
similar body, under the Control of Misleading 
Advertisements Regulations 1988, bearing in 
mind that licensing action by the Director 
General could still be taken. How would such a 
change affect compliance and enforcement costs? 

b) If the Advertisements Regulations were 
withdrawn and credit advertising regulated as 
suggested above, should the section 46 offence 
(advertising which is false or misleading in a 
material respect) be retained? 

c) Alternatively, could reliance be placed solely 
on section 46? What is the likely impact of 
this on compliance and enforcement costs? 

d) Alternatively, can the advertising regulations 
be simplified? For example, could the three 
categories be reduced to two - simple advert is - 
ments offering limited information, and full 
advertisments with as much else as desired? How 
would this affect credit advertisers and 
publishers and what advantages and 
disadvantages would there be for businesses and 
consumers? What effect would this have on 
compliance and enforcement costs? 
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e) What other changes or improvements might be 
made? 

Q9. How effective, if at all, are "health warnings" in 
credit advertisements? Are there better ways of 
communicating the messages they contain? Do 
distinctions need to be drawn for this purpose 
between press, TV and radio advertising? 

Quotations 

4.4 Anecdotal evidence suggests that consumers rarely ask 

for written quotations, preferring minimal and informal 
information at the "shopping around" stage that can be 
used for simple comparisons of APRS, monthly payments 
etc . 

Q10 . a) How frequently do customers ask for written 

quotations? (Please provide data where possible 
to support your answer . ) 

b) If the Quotations Regulations are in fact not 
much used, would their withdrawal lead to any 
real loss of consumer protection? What would be 
the impact on compliance and enforcement costs? 

c) If the Quotations Regulations are to remain (in 
some form or other ) , should lenders be given 
the flexibility to respond to differing 
customer needs and requirements? What would be 
the effect on compliance and enforcement costs? 

d) Could the Quotations Regulations be amended to 
require that customers be given key information 
only? What should this key information be? 

e) Should written quotations be made mandatory for 
secured lending? If so, at what point in a 
transaction should they be given and what 
information should they contain? What would be 
the likely compliance and enforcement costs? 
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f) The DTI's credit marketing proposals include 

regulations for quotations illustrating secured 
variable interest rate agreements- The purpose 
would be to set out for new borrowers the 
possible impact of future interest rate 
changes. Would this be a desirable development? 
Would it improve consumer protection? How 
might it best be achieved within the framework 
of the Quotations Regulations? What additional 
compliance and enforcement costs would there 
be? 

g) Alternatively, is there a need for any 

regulations at all on quotations, whether for 
secured or unsecured loans? 



Total charge for credit and APRS 

4.5 The regulations under this heading deal with the 

calculation of standard comparative measures whose 
purpose is to enable consumers to assess the value-for- 
money of different credit deals and different types of 
credit. 

Under Directive 90/88/EEC, member states must require 
that in credit agreements and advertisements the APR is 
calculated according to a standard formula set out in 
the Directive. At the time the Directive was 
negotiated, the Government identified serious flaws in 
the text which it did not prove possible to remedy at 
the time. Against this background the Government have 
decided to take advantage of a transitional provision 
in the Directive allowing implementation to be 
postponed until 1 January 1996. The Directive provides 
that the Commission should before July 1995 submit a 
"report accompanied by a proposal, which will make it 
possible in the light of experience to apply a single 
Community mathematical formula for calculating the 
annual percentage rate of charge." 

Qll. a) How effectively do the Total Charge for Credit 
Regulations achieve their purpose? 

b) What are the compliance and enforcement costs 
(including court costs) of these regulations? 
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c) What are the benefits to consumers of these 
regulations? 

Q12. Do consumers understand what APRS represent, the 
variable assumptions that may underlie them, and 
how they should be used for comparative purposes? 

If not, what should be done having regard in 
particular to the European Community directive? 

Q13. What are the advantages and disadvantages for 

businesses and consumers of maintaining a single 
comparative measure for the true cost of credit? 

Q14. In what ways and in what market sectors do the 
assumptions that must be made in certain 
circumstances create difficulties and costs for 
lenders? How might these difficulties be addressed 
to reduce compliance costs without undermining the 
objective of the regulations? 

Q15. If a single comparative measure is thought to be 
desirable, what are the advantages and 
disadvantages for businesses and consumers of 
standardised calculations and assumptions? Would 
it be better to develop these under a code of 
practice rather than through regulations? 

Q16. When the Directive is reviewed by the European 

Council, should the Government seek to modify it 
and if so how? 

Courts and Legal Services Act, Section 104 

4.6 The purpose of section 104 is outlined above in 

paragraph 2.19. Its provisions apply only to mortgages 
to buy residential property. Within that limitation, 
the information it will require lenders to give 
includes the price of every service in a package of a 
mortgage and connected services, any difference in the 
terms and conditions of a mortgage taken without 
connected services, and a statement that the lender 
will not refuse to provide a mortgage because the 
borrower declines to take connected services from him. 
Alternatively, regulations made under section 52 of the 
Consumer Credit Act could cover secured loans more 
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widely and could provide for information to be given at 
an early stage, but they might not provide price 
information as specifically or prevent lenders from 
refusing a mortgage to a borrower on the grounds that 
the latter wishes to take connected services from 
another source. 

Q17. Should section 104 be implemented? Could its 
objectives be met in any other way? 

Q18. Could the purpose of section 104 adequately be 

reflected in regulations made under section 52 of 
the Consumer Credit Act rather than under the 
Courts and Legal Services Act itself? 

Q19. Where services will or could be provided together 
with a secured loan, should potential borrowers be 
informed of links between the lender or broker and 
the service provider? If so, what information, 
especially about prices, should be given and when? 
Should there be different rules for house purchase 
mortgages and other secured loans? 



Agreements 



4 . 7 The Agreements Regulations set out the information that 
credit and hire agreements must include. This comprises 
the information which a consumer is thought to need to 
appreciate the nature and consequences of the 
transaction. 

Q20 a) How effectively do the Agreements Regulations 
achieve their purpose? 

b) What are the compliance costs of the 

regulations? To what, if any, enforcement 
costs do they give rise? 

Q21 How could Schedules 1, 3 and 6 (contents and 

prescribed terms of credit and hire agreements) of 
the Agreements Regulations be improved? 

Q22 How could the statutory statements in Schedules 2 
and 4 be improved? 
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Q23 



If Schedule 5 (signature boxes) were removed, 
would there be any real reduction in consumer 
protection? 

Q24 What compliance cost savings would there be in 
answer to the previous three questions? 

Q25 What difficulties are experienced under the 

multiple agreements requirements of section 18 
and what are the compliance costs? How might these 
difficulties be resolved and compliance costs 
reduced? 

Q26 a) What are the advantages and disadvantages of 

using modifying agreements under section 82(2) 
of the Act to amend contract terms? What are 
the compliance costs? 

b) How else might agreements be varied and would 
this reduce compliance costs? 

c) Assuming that modifying agreements are 
necessary, how could Schedule 8 of the 
Agreements Regulations be improved without loss 
of consumer protection? 

Copy documents and cancellation notices 

4.8 Requirements concerning the provision of copy 

documentation and notices of cancellation rights are 
contained in the Act. The purpose of these provisions 
is to ensure that consumers are fully aware of all 
their rights and obligations, including cancellation 
rights if applicable, when they enter into agreements. 

Q27 a) How effectively do the copy document provisions 
achieve their purpose? 

b) What are the compliance costs, enforcement 
costs, and benefits of these provisions? 

Q28 a) Is there scope for revising the requirements 
for giving or sending to consumers additional 
copies of agreements and, if so, how would 
compliance costs be affected? 
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b) What is the scope for harmonising the period in 
which cancellation rights can be exercised? 

c) Do consumers need more than one copy of an 
agreement (including any related documents and 
notice of cancellation if appropriate)? 

d) In what circumstances do joint borrowers or 
hirers each need a copy ( and subsequent copies 
etc) of an agreement? Are the present rules on 
this too detailed? 

Early settlement 

4 . 9 The purpose of the Rebate on Early Settlement 

Regulations is to prescribe a standard and equitable 
method for calculating the rebate due when a consumer 
terminates a credit agreement before it has run its 
full term. 

Q29 a) How effectively do the Rebate on Early 

Settlement Regulations achieve their purpose? 
Are the results they produce in fact equitable 
for consumers or do they unduly favour 
creditors? 

b) What are the compliance and enforcement costs? 

c) Are they understood by consumers, or a source 
of confusion to them? 

Q30 What are the advantages and disadvantages for 

businesses and consumers of regulating the method 
of calculating rebates for early settlement of 
credit agreements? 

Q31 a) If regulation is needed, is the "Rule of 78" 

the most equitable method of assessing rebates, 
and what factors should be taken into account 
when assessing equity? 

b) If not, what other methods might be used and 
why would they be more equitable? 
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Monetary limits 



4 . 10 The Consumer Credit Act prescribes a range of monetary 
limits and amounts for different purposes. The current 
limits and amounts were set in 1982 and have been 
unchanged since then. A review of these limits is 
timely regardless of the present overall review of the 
Act. 

4.11 The current limits and amounts are set out in Annex 5. 
This includes, in its two right-hand columns, first, 
what the various figures should be if adjusted 
precisely for inflation and secondly, suggested 
revisions that may be the most appropriate "benchmark" 
figures to set if it is decided, following this 
consultation, to revise the various figures. It should 
be noted that upward adjustments do in certain cases 
have a "deregulatory" effect (eg. raising the lower 
section 75 limit). 

Q32 a) Should any of or all the prescribed limits and 
amounts be revised to restore their real value 
and to be set at easily remembered "benchmark" 
figures that will not need further adjustment 
for a number of years? If so, are the proposals 
in Annex 5 satisfactory? 

b) What additional direct or indirect costs, if 
any, would be likely to arise as a result of 
such changes? And what savings? 

c) What would be the advantages to consumers from 
such changes? 

d) Do the monetary limits and amounts warrant any 
other action - for example, no change, or 
downward rather than upward revision? Should 
any be removed altogether? 
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Enforcement costs and resources 



4.12 The enforcement costs of the Consumer Credit Act to 

local authorities are clearly not insignificant. Some 
of the propositions in this document, were they to be 
implemented, would have quite a significant impact on 
enforcement costs, and indeed on court costs - notably 
if there were significant changes to the Advertisements 
and Quotations Regulations. 

Q33. What proportion of trading standards resources is 
currently devoted to enforcement of the Act and 
its regulations? Can this be broken down by 
specific activity or specific regulatory areas? 



Q34. What enforcement savings might arise from the 
various possible "deregulation scenarios" 
identified in this consultation document? 



General 

4.13 

Q13 What other changes, if any, should be made? 
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ANNEX 1 



Developments in the Market for Credit 
since the Crowther Report 



1. This annex outlines the main changes in the market for 
consumer credit which have occurred since the 
publication in 1971 of the Crowther Report which led to 
the Consumer Credit Act 1974. Unless otherwise stated 
all figures relate to consumer credit excluding loans 
for house purchase. "Retailer credit" refers to credit 
advanced by retailers themselves. A finance house which 
happens to be owned by a retailer is classed as a 
"finance house". Over the period a number of 
institutional changes have resulted in shifts of 
definitions in the statistical series making it 
somewhat difficult to give runs of figures covering the 
whole period from 1970 in anything other than broad 
terms . 

2. The Crowther Report recommended one single system of 
consumer credit regulation to replace what it found to 
be unrealistic, inconsistent and excessively technical 
regulation that affected different types of lenders and 
different types of transactions in differing ways. In 
particular on economic and social aspects, the Report 
found that: 

a) there was no reason to be concerned about the 
growth of credit in the context of economic 
policy; 

b) the dangers of indebtedness were small and did not 
in themselves provide grounds for restrictive 
measures ; 

c) the correct economic policy was to allow consumer 
credit the maximum freedom to develop within a 
framework of measures designed to create the 
maximum of competition ; 

d) users of credit should be treated, in general, as 
capable of managing their own affairs - subject to 
measures to prevent debtors falling into default 
and to assist those who did. 
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3. The Committee identified a number of factors which 
prevented the market in consumer credit from 
functioning effectively: 

a) lack of knowledge 

b ) inertia 

c) recklessness 

d) improvidence 

e ) inadequate income 

f) the existence of more pressing problems 

g) inequality of bargaining power 

h) trading malpractices covering: 

i) deceptive advertising 

ii) false or misleading statements 

iii) supplying defective goods 

iv) charging for services not performed 

v) excessive charges 

vi) fraudulent concealment of contract terms 

vii) adding terms after a contract has been 
signed 

viii) oppressive terms in the event of default 

ix) oppressive enforcement of terms 

x ) haras sment . 

The report noted that the effectiveness of consumer 
legislation depended on the ability of the legal 
procedures to accommodate those who were unable to put 
forward their own case. 

Changes in the sources of credit since 1970 

4. The main sources of consumer credit at the time of the 
Crowther Report are set out in table 1 and figure 1. In 
terms of loans outstanding, over 40% was provided by 
retailers, are just under 50% by banks and finance 
houses. By 1981 the position had changed substantially 
with banks and finance houses directly providing over 
65% of all consumer credit. Credit cards provided 
another 12%, so giving banks (including finance houses) 
nearly 80% in total. Over the next 10 years the banks 
(as widely defined and now joined by the building 
societies) consolidated their position with 82% of all 
credit outstanding by 1990. The expansion was due to a 
further increase in credit card and finance house 
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lending at the expense of retailer credit which fell to 
less than 5% of the amount outstanding, compared with 
40% before Crowther. 

5. Changes in the composition of consumer credit from 197 5 
are shown in more detail in figure 2. The real terms 
growth in consumer credit is shown in figure 3- Data 
before 1975 are not available on the same basis. An 
alternative measure is to express consumer debt in 
terms of the equivalent number of weeks of disposable 
income. At the time of the Crowther Report, the average 
consumer credit debt was equivalent to about 2 weeks 
disposable income. Over the next 10 years the figure 
had risen to 4.5 weeks and 20 years after Crowther it 
had reached 7 . 5 weeks . 

6 . Another way of looking at the development of the credit 
market over this period is through the types of credit 
commitment entered into. In its 1989 report, the Policy 
Studies Institute (PSI) repeated a survey undertaken by 
National Consumer Council 10 years earlier - figure 4 
refers. The figures relate to credit sources and are 
unweighted by the value of credit which the different 
sources may offer. So for example the decline in the 
number of instalment credit and loan arrangements may 
reflect a switch to revolving credit (credit or store 
cards) for smaller value purchases. At any one time not 
all these sources will be activated; over 50% of credit 
card accounts are paid in full and under present card 
operators' rules fail to attract interest. PSI 
estimated in 1989 that whereas nearly three quarters of 
households had access to some form of consumer credit, 
at any one time only around half had amounts 
outstanding. The proportion with access to credit is 
broadly consistent with the proportion of adults with 
bank accounts - see below. 

Finance Houses 

7 . For the most part finance houses grew up as providers 
of hire purchase in specialist retailing sectors, 
notably cars and household durable goods. More recently 
finance houses have diversified into a wide range of 
personal finance and consumer credit products. These 
now include: 
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a) hire purchase (their traditional product) 

b) personal loans both for specific items and 
revolving credits (eg, budget accounts) 

c ) credit and store cards 

d) cheque and savings accounts. 

Some of these products may be operated on behalf of 
particular retailers and marketed by them. Others will 
be marketed through banks and building societies to 
current account customers. Finance houses have built up 
systems of credit marketing, credit referencing and 
credit scoring which enable them to respond rapidly to 
consumer demand. 

8. As already noted, some finance houses are owned by 
retailers or manufacturers. Otherwise finance houses 
are generally subsidiaries of UK or overseas banks. 

Banks and Building Societies 

9. The shift towards banks (and building societies) as 
providers of credit mirrors the changes in banking 
habits over the last 20 years which have significantly 
affected the availability of credit. In 1969 only one 
third of adults had a bank account. For the unbanked 
the only sources of credit were retailers - hire 
purchase agreements or other forms of "putting it on 
the slate", pawn brokers and money lenders. Even for 
the third with bank accounts, there was a much narrower 
range of credit products than the banks offer today. 

10. By 1979, the proportion of adults with bank accounts 
had risen to three quarters and it is now over four 
fifths (including building society cheque accounts). 

The growth in the use of banks has mirrored the decline 
in the payment of wages and salaries in cash. Less than 
10% of those in work and only around 25% of pensioner 
households are now without a bank or building society 
account. 
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Credit cards 



11. Another major development is credit cards, which were 
just beginning in 1969. By 1980 nearly 12m Visa and 
Access cards were in use. By 1990 the number of cards 
in use had risen to 30m, covering some 14m individual 
cardholders who between them operated 22m accounts . 
Between 1980 and 1990, the number of retail outlets 
accepting credit cards trebled. 

12. The result of these developments in banking has been to 
give a large proportion of the population access to new 
forms of credit from the mainstream lenders. In 
addition to hire purchase these include overdrafts, 
personal loans, credit cards and store cards. Bank and 
building society customers are now exposed to credit 
marketing both from banks and their associated finance 
houses . 

13. These new products have changed the way retailers offer 
credit. Previously, the retailer would have operated 
instalment credit through his own accounts department 
or by introducing purchasers to a finance house 
offering hire purchase. Now retailers are able to offer 
credit simply by accepting credit cards or by operating 
a store card through a finance house (often a bank 
subsidiary). For higher value purchases, the retailer 
may still offer hire purchase agreements, again through 
a finance company. Alternatively, consumers may, more 
easily than in the past, arrange their own credit 
(overdraft or personal loan). 

Controls on the volume of credit 

14. The 1980s saw the dismantling of the many and various 
forms of credit control which had been in operation and 
a general liberalisation and deregulation of financial 
services. Previously Governments had operated controls 
over the balance sheets of financial institutions, over 
non-priority lending and over the down-payment and 
repayment conditions of hire purchase and other forms 
of instalment credit. Minimum deposits and maximum 
repayment periods were used as economic regulators 
until 1982. Mortgage lenders were under instructions to 
limit advances as far as practicable to house purchase 
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and not to allow equity stakes to be withdrawn to 
finance other spending on the favourable and subsidised 
terms intended for housing loans, though this is not to 
say that no such leakage occurred. Generally, control 
of the volume of credit as a macro-economic instrument 
stopped at the beginning of the 1980s. Instead reliance 
was placed on the price of credit, that is to say, 
interest rates. 

15. This liberalisation has had major effects. Since 1980 
there have been no direct limits on the volume of 
credit advanced by the banks. Those with existing 
mortgages found that rising house prices (up to 1988) 
led to increases in the equity stakes held in their 
properties. Secured loans were marketed positively to 
"unlock the equity tied up in your house", initially in 
particular by the clearing banks which had also moved 
into the provision of first mortgages. Finance houses 
also diversified away from their traditional hire 
purchase business into personal loans and revolving 
credit. Following the Building Societies Act 1986, the 
societies began to offer overdrafts associated with 
cheque accounts, credit cards and other unsecured 
lending in addition to a wide range of other financial 
products . 

Implications of market changes 

16. Probably the most striking change in the market since 
the Crowther Report is the reduction in consumer credit 
provided by retailers direct. The key development lies 
perhaps with finance houses and their status under the 
Banking Acts. Over 80% of credit, measured in terms of 
balances outstanding, is now provided by institutions 
covered by the Banking Acts. 

17. Moreover, the environment of credit and consumer 
sophistication has changed stepwise since Crowther. At 
the time, consumers were primarily faced with hire 
purchase deals. The normal interface with the retailer 
is now the running account. Credit is now used as a 
discretionary instrument by many consumers (shown by 
bank and building society account switching, paying off 
credit card bills in full, and the constant development 
of new products ) . 
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Table 1 



SOURCES OF CONSUMER CREDIT - 1969 
Measured as credit outstanding 





Emillion 


% 


Retailers of goods and services 






General retailers 


605 


26 


Mail order 


170 


7 


Motor traders 


32 


1 


Gas/electricity boards 


148 


6 


Other 


59 


3 








All retailers 


1014 


43 








Lenders of money 






Credit Cards 


5 


0 


Finance houses 


499 


21 


Banks 


501 


21 


Other 


319 


14 








All lenders 


1324 


57 








Total 


2338 


100 
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Figure 1: Sources of Consumer Credit in 1969 
Percentage share of outstanding credit 
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Figure 2: Composition of Consumer Credit 1975-91 



Percentage Share of Consumer Credit 
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NB There Is a break in the series between 1981 and 1982 when some 
companies became licensed deposit takers under the Banking Act 1979 
and therefore became part of the monetary sector. 
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Figure 3: Growth in Consumer Credit 

£ bn 1985 prices 




Printed^HB^iliSif^d by the University of Southampton Library Digitisation Unit 



Figure 4: Types of Credit Commitment 

1979 and 1989 
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ANNEX 2 



REGULATIONS MADE UNDER THE CONSUMER CREDIT ACT 1974 



Commencement orders 



1975/2123 


- 


No 


1: 


Sections 35,36,21(1) and 148(1). 


1977/325 


_ 


NO 


2: 


Schedule 3, paras 1,5,8,19,12 and 42. 


1977/802 


— 


No 


3: 


Schedule 3, paras 9,10,11 and 15. 


1977/2163 


— 


No 


4: 


Schedule 3, paras 44,45 and 46. 


1979/1685 


- 


No 


5: 


Certain repeals in Schedule 5. 


1980/50 


— 


NO 


6: 


Schedule 3, paras 8 and 47. 


1981/280 


— 


No 


7: 


Other repeals in Schedule 5. 


1983/1551 


— 


No 


8: 


Schedule 3, paras 3,13,14,16 to 18, 20 






to 


39 


, 41 and 43. 


1984/436 


— 


NO 


9: 


para 40 



1989/1128 - Revokes exclusion of small agreements from 

the Act. 

Licensing 



1976/191 

1976/837 

1976/1002 

1981/614 



Arrangements for hearings for determinations 
by DGFT. 

Appeals against determinations. 

Additional events to those in s.37(l) 
causing termination of licence. 

Termination by licensee. 



Period of licence 



1975/2124 

1979/796 

1986/1016 

1991/817 



3 years . 
10 years. 
15 years. 
5 years . 



Seeking business 



1989/1125 

1989/1126 

1980/51 

1985/1192 



Advertisements . 

Quotations . 

Total charge for credit/APRs {minor 
amendments 1985/1192 & 1989/596) 

Life assurance premiums excluded from total 
charge for credit for secured loans. 
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1985/621 


Part IV of the Act will not apply to adverts 
where the credit is payable in 4 instalments 
or less; where the APR cannot exceed 1% 
above base or 13%, whichever is higher; 
agreements connected with foreign trade; 
hire agreements made by corporate bodies in 
connection with electricity or water meters; 
and where the credit must always exceed 
£15000. 



Entering agreements 



1983/1553 


Agreements (amendments 1984/1600 & 
1985/666) . 


1977/328 


Notice and publicity of variation of 
agreements (+1979/661 & 667). 


1983/1552 


Agreements to enter into future regulated 
agreements are void, other than for certain 
business uses. 


1983/1554 


Part V not to apply to certain debtor- 
creditor agreements entered into in 
connection with a death. 


1983/1555 


Contact point for notification of loss of 
credit-token to be prominent in a credit 
token agreement. 


1983/1556 


Warning statements in guarantee/indemnity 
documents . 


1983/1560 


Certain agreements exempt from linked 
transactions provisions (ie. insurance or 
transaction under deposit or current 
accounts ) . 



Cancellation and withdrawal 



1983/1557 


Cancellation notices and copies of documents 
(with minor amendments 1984/1108, 1985/666 & 
1989/591); some changes to cancellation 
forms in 1988/2047. 


1983/1558 


Certain agreements where additional notice 


1983/1559 


of cancellation rights required under 
s . 64(1) (b) need not be sent by post (eg. 
where goods can be returned within 14 days, 
or where the agreement finances the supply 
of goods by the creditor to the debtor). 
Form of notice of repayment of credit to be 
given under s.71(3) on cancellation of an 
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agreement by debtor - 



Account information 



1983/1570 - Content and frequency of statements for 

running account credit. 

Early settlement 



1983/1562 

1983/1564 



Calculation and examples of rebates (minor 
amendment 1989/596). 

Format of settlement statements. 



Default 

1983/1561 - Content and format of default notices (minor 

amendment 1984/1109). 



Credit references 



1977/329 - Disclosure of credit reference files and 

correction of errors. 

1977/330 - Disclosure of credit reference agency 

consulted by creditor and, if file contains 
errors, circulation by credit reference 
agency of corrected information to recent 
enquirers . 

Miscellaneous 



1977/331 



1983/1569 

1983/1571 

1984/435 



Officers of an enforcement authority to seek 
DGFT’s authority to seize evidence of 
suspected breaches of the Act (minor 
amendment 1984/1046). 

12 days set as the time period for giving 
information requested under certain sections 
of the Act. 

Sets fees charged under certain sections of 
the Act. 

Section 123 of the Act (creditors not to 
accept negotiable instruments other than 
bank note or cheque) exempted for certain 
hire agreements by businesses which have a 
connection with another country. 



38 



Printed image digitised by the University of Southampton Library Digitisation Unit 



Pawnbrokers 



1983/1565 

1983/1566 

1983/1567 

1983/1568 

1984/1107 



Records to be kept. 

Format of receipts . 

Lost pawn receipts. 

Sale of pawned articles. 

Repealed s34 of City of London Police Act in 
the light of sll4 { 2 ) (pawnbrokers not to 
deal with minors ) . 



Exempt agreements 



Exempt agreement orders: 1977/326 

1977/1493 

1978/126 

1978/1616 

1979/1099 

1980/52 

1980/53 

1980/1359 

1981/964 

1982/1029 

1984/434 

1984/917 

1985/620 



Previous exempt agreement orders consolidated under 1985/757 

Amended: 1985/1736 

1985/1918 

1986/1105 

1986/2186 

1987/1578 

1988/707 

1988/991 

These consolidated and amended in 1989/869 

Further amended: 1989/1841 

1989/2337 

1991/1393 

1991/1949 

1991/2844 

1993/346 
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Superseded orders 



Original 

order: 


Subject: Superseded by: 


1980/53 


Exempt advertisements 
(certain agreements exempt under 
1980/52 also exempt from 
Advertisements Regulations): 1985/621 


1980/1359 


Exempt advertisements 

(clarification of 1980/53): 1985/621 


1980/54 


Advertisements: 1989/1125 


1980/55 


Quotations: 1989/1126 


1980/1360 


Amendment to Advertisements 
Regulations ( agreements excluded 
by Exempt Agreements Order 
1980/52 are also excluded 
from the Advertisements 

Regulations) : 1985/621 


1980/1361 


Amendment to Quotation 
Regulations (agreements excluded 
by Exempt Agreements Order 
1980 (1980/52) are also excluded 
from the Quotations 

Regulations): 1985/621 


1983/110 


Advertisements and Quotation 

Regulations amendment 

(repayments must state 

whether they are net or gross 

of tax): 1989/1125 & 

1126 


1983/1721 


Advertisements and Quotation 
Regulations amendment 
(raises cash limit for small 
agreements to be excluded 

from the regulations): 1989/1125 & 

1126 
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1984/1055 



1985/619 



Advertisements and Quotation 
Regulations amendment 
(removes exclusion of certain 
mortgages on land): 



Advertisements and Quotation 
Regulations amendment: 
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1989/1125 & 
1126 • 



1989/1125 & 
1126 
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ANNEX 3 



OUTLINE OP MAIN REGULATIONS UNDER THE CONSUMER CREDIT ACT 

CONCERNING CREDIT TRANSACTIONS 

Total charge for credit and APRS 

1. Regulations prescribe the way in which the "total 
charge for credit" (TCC) and the "annual percentage 
rate of charge" (APR) are calculated. The TCC is 
essentially the overall cost to the debtor of the 
credit granted, including interest charges and other 
costs connected with the credit transaction. It is an 
important concept which features in most of the major 
regulations . 

2. The TCC is used in calculations of the APR. It is also 
used in full advertisements and quotations in 
calculating the "total amount payable" that is then 
reflected in the APR quoted. Early settlement rebates 
are also based on a figure calculated under the TCC 
regulations . 

3. The purpose of APR is to be a standard measure for 
comparing different credit deals. The regulations set 
out the formulas by which the APR is to be calculated. 
Like the TCC, it features in advertisements, quotations 
and agreements . 

4. Sometimes certain assumptions must be made before an 
APR can be derived. Some of these are straightforward, 
such as repayment dates and the inclusion of charges 
before a credit agreement is made. Other assumptions 
may be more difficult, like ignoring changes in the 
components of the TCC which cannot be predicted, or 
assuming the amount of credit drawn under running- 
account credit agreements. Differences of 
interpretation over these assumptions can create 
uncertainties for lenders who wish to market their 
products and conflicts of opinion with enforcement 
authorities seeking to advise or prosecute traders. 

The result may be a degree of confusion, or at least a 
want of understanding, on the part of consumers, as to 
what exactly the calculation of an APR comprises. 
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Advertisement and quotation regulations 



5. The Advertisement Regulations permit three types of 
credit advertisement (simple, intermediate and full), 
and set out the specific information which must be 
given or is permitted in each type. One important 
element of this information is the APR. 

6. "Advertisement" includes TV, radio, press and poster 
advertising, as well as leaflets provided by lenders 
and point of sale material. The purpose of the 
regulations is to ensure that advertising does not 
mislead, to facilitate comparison, and - for full 
advertisements - to set out the range of information 
which consumers are thought to need when considering 
credit . 

7 . Intermediate and full advertisements must indicate that 
written quotations are available on request (although 
intermediate advertisements can alternatively state 
that a statement containing no less information than a 
full credit advertisement is available). The form and 
content of quotations are laid down in the Quotations 
Regulations. The information to be included is 
basically the same as must be given in a full credit or 
hire advertisement, but in some cases certain 
additional information is required. 

8 . Both the Advertisements and the Quotation Regulations 
prescribe warning statements to be given for certain 
types of contracts, ie. loans secured on the borrower's 
property, or foreign currency loans. 

9 . Breach of the Advertisements or Quotations Regulations 
is a criminal offence enforced in practice by local 
authorities. Where an advertiser commits an offence, a 
similar offence is also committed by the publisher of 
the advertisement, a person who designed the 
advertisement or part of it, and the person (if not the 
advertiser) who procured its publication (section 47). 

10. In addition to the Advertisements Regulations 
themselves, section 46 of the Act makes it an offence 
if an advertisement conveys information "which in a 
material respect is false or misleading". 
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11 . 



The Act also contains the following offences relating 
to credit and hire marketing: 

canvassing debtor-creditor agreements off trade 
premises (section 49(1)) and soliciting entry into 
a debtor-creditor agreement off trade premises 
(section 49(2)) unless responding to a written 
request by the debtor; 

sending credit or hire marketing material to a 
minor, subject to the defence that the sender did 
not know, or had no reasonable cause to suspect, 
that the recipient was a minor (section 50); and 

giving a person a credit-token if he or she has 
not requested it (section 51). 

12. Further provisions in the Act relating to marketing 
include: 

section 53, which permits regulations to be made 
requiring credit or hire traders to display 
notices about their business at their business 
premises. No regulations have been made under 
this section; and 

section 59, which has the effect of making void 
any agreement which purports to bind a person to 
enter into a prospective regulated agreement. 

Entry into agreements 

13. The Agreements Regulations lay down the information 
which must be included in credit and hire agreements to 
ensure that consumers receive basic information about 
the terms and conditions of any transaction. They 
prescribe the statements to be used to explain 
cancellation, termination and certain other rights, and 
also set out the form of signature boxes. 

14. Section 18 of the Act deals with situations where 
credit agreements do not fall neatly within one 
particular category of agreement. Such contracts are 
called multiple agreements. The aim of the section is 
to ensure that the requirements of the Act ( in 
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particular the ceiling for regulated agreements) is not 
circumvented by artificially combining separate credit 
deals ; and also to make clear that each part of a 
multiple agreement must comply with the Act’s 
requirements for that particular category of agreement. 

15. Requirements concerning the provision of copies of 
agreements are set out in sections 58 and 62 - 64 of 
the Act. When a debtor signs an agreement he or she 
must be given a copy. If an agreement does not become 
executed when it is signed by the debtor, a copy of the 
executed agreement must also be supplied within seven 
days of the agreement being made. 

16. For cancellable agreements, a notice of cancellation 
rights must be included in every copy agreement given 
to the debtor or hirer. If the debtor or hirer is not 
entitled, under section 62 or 63, to a second copy 
agreement, a notice of cancellation rights must be sent 
within seven days following the making of the 
agreement. The debtor then has five days in which to 
cancel the agreement if he or she so wishes. The format 
of cancellation notices is prescribed by regulations. 

Matters arising during the lifetime of an agreement 

17. Once made, regulated agreements can be varied in two 
ways under section 82 of the Act: 

the agreement can provide for variation (s.82(l)); 
or 

- a modifying agreement varying or supplementing the 
terms of the original agreement can be made 
( s . 82 ( 2 ) ) . 

A modifying agreement has the effect of revoking the 
earlier agreement, and substituting an agreement which 
has the combined effect of the provisions of both 
agreements . The form and content of modifying 
agreements are also prescribed in the Agreements 
Regulations . 
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Under sections 77 to 79 a debtor or hirer can ask for a 
copy of the agreement together with up-to-date details 
of the financial position (as specified in the 
appropriate section). The creditor or owner must 
provide this information within 12 working days but may 
make a small charge for doing so (currently 5 Op) . The 
time period and maximum charge are prescribed in 
statutory instruments 1983/1569 and 1571. 

Early settlement of agreements 

19. The Act gives debtors the right to terminate credit 
agreements ahead of time and the right to receive 
rebates on the total credit charges when doing so. 

20. Regulations set out the way in which rebates are to be 
calculated and the information to be provided in 
settlement statements. They represent a minimum 
standard. Depending on the type of credit and nature of 
the repayment, one of five different formulas may be 
used: 

1) fixed sum credit repayable in a single lump sum at 
the end of a specified period (pro-rata formula); 

2 ) credit repayable in equal instalments at equal 
intervals (simple formula for "Rule of 78"); 

3 ) credit repayable in unequal instalments or in 
instalments at unequal intervals (general formula 
for "Rule of 78"); 

4) where settlement takes place between two 
instalment dates and credit is repayable by 
instalments at greater than monthly intervals ; and 

5) formula for partial repayments. 

21. The most commonly used formulas are those based on the 
"Rule of 78". The objective of this method of 
calculation is to apportion the repayments of capital 
and interest in such a way that the charges which would 
otherwise have been recovered over the remaining term 
of the loan (ie. after settlement) can be assessed. It 
is assumed that most of the administrative costs of 
setting up the agreement would be recovered during the 
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22 . 



early period of the contract, and this is reflected in 
the rebate allowed. 

However, the formula does not distinguish between loans 
of different length so that consumers settling longer 
loans early incur a proportionately greater penalty . It 
is also evident that different practices are adopted by 
lenders in both the regulated and unregulated sectors. 
Some lenders give debtors with regulated loans a rebate 
of all the interest that would have accrued after the 
settlement date. Other lenders offering unregulated 
loans apply the "Rule of 78" as a contractual term. 

Enforcement . default and termination notices 

23. Regulations set out the information to be given in 

notices which must be given under sections 76, 87/88 
and 98 of the Act by a creditor or owner before taking 
certain action to enforce or terminate an agreement. 
This information includes warning statements advising 
the customer to seek further advice from a solicitor, 
trading standards department or citizen's advice 
bureau . 
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Regulated and exempt agreements 



24. A regulated consumer credit agreement is any agreement 
under which credit not exceeding the ceiling for 
regulated agreements (currently £15,000) is provided to 
an individual, and the agreement is not an exempt 
agreement . 

25. Under section 16 of the Act the Secretary of State can 
exempt certain types of credit and hire agreements from 
regulation under the Act, either by reference to the 
content of the agreement or the status of the creditor. 
Exempt agreements are however covered by the marketing 
requirements of Part IV subject to provisions in 
section 43, the provisions on extortionate credit in 
sections 137 - 140, and section 155 (maximum fee for 
credit brokerage when an application does not proceed) 
where appropriate. There are six broad categories of 
exemption : 

( i ) Normal trade credit 

The wide definition of credit in the Act catches 
certain commercial arrangements that may not normally 
be thought of as "credit", such as supplying an invoice 
allowing a customer a month to pay, or newsagents' 
accounts for newspaper deliveries. Also exempt in this 
category are fixed sum debtor-creditor-supplier 
agreements to repay credit in four payments or less 
within a year, and debtor-creditor-supplier running- 
account credit agreements where the account must be 
cleared with one payment every week, month or other 
period (eg. charge cards). 

( ii ) Low cost credit 



Cash loans are exempt where the APR is less than bank 
base rates plus 1 (and indexed-linked for variable 
rates), or the APR is less than 13%. 

( iii ) Overseas finance 

Any credit agreement made in connection with the export 
of goods or services from, or their import into, the UK 
is exempt. Also exempt is any credit agreement made in 
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connection with trade wholly outside the UK (provided 
the debtor is in business and requires the credit in 
connection with that business). 

Also exempt are loans made by certain USA creditors to 
members or employees of the USA armed forces in the 
United Kingdom or members of their families. 

( iv) Land transactions 

Agreements to finance the purchase of land requiring 
the debtor to repay the total credit in four 
instalments or less are exempt. 

( v) Mortgage lending 

Certain agreements secured by land mortgage made by a 
local authority, authorised bank or building society, 
or a body named in an exemption order, are exempt. 
(Essentially this is concerned with house purchase or 
home improvements . ) 

( vi) Insurance policies 

Credit agreements made in connection with a mortgage 
(where the lender is exempt under section 16 of the 
Act) for the purpose of paying insurance premiums are 
exempt if: 

the rate of interest is no more than that payable 
under the mortgage agreement; 

they are to be repaid in 12 or less instalments; 

or, in the case of buildings and contents 
insurance, the amount advanced to pay the premium 
must be repaid within 12 months. 

The Secretary of State has also exempted a range of individual 
organisations under sections 16(1) and (2) of the Act. 
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ANNEX 4 



Summary of Council Directives 87/102/EEC and 90/88/EEC Concerning 
Consumer Credit. 



Directive 87/102/EEC 



Article 1 
Article 2 



Article 3 



Article 4 



Article 5 



Article 6 



Article 7 



Article 8 



Definitions. Applies to private consumers only. 

Exclusions from part or all of the Directive: 
credit agreements of less than 20 0 ECU or more 
than 20,000 ECU; agreements financing the 
purchase of property or building works; hire 
agreements; charge and interest free credit; and 
overdrafts on current accounts (but see Article 
6). Other secured loans are also excluded from 
most of the directive but are covered by Article 
3. 

All credit advertisements in which rates of 
interest or any other figure relating to the cost 
of credit are shown must also show the annual 
percentage rate of charge (APR) . 

Specifies the contractual terms and information 
which must be given in credit agreements, 
including the APR. An annex illustrates terms 
which Member States may require to be included in 
credit agreements. 

( Deleted bv 90/88/EEC) Before deletion. Member 
states with no established method for calculating 
APRs did not have to comply with the APR 
requirements in articles 3 and 4, but did have to 
require the total cost of the credit to be 
indicated. 

Certain information must be given about 
overdrafts before the overdraft agreement is 
concluded, eg. credit limit, annual rate of 
interest, and the procedures for termination. The 
information must be confirmed in writing. 

Member States must lay down conditions for 
repossession of goods supplied on credit, where 
the debtor is in default. These must not allow 
any unjustified enrichment to creditors. 

Consumers must have the right to settle a credit 
agreement early, and receive an equitable 
reduction in the total cost of credit. 
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Where a creditor ' s rights under a credit 
agreement are assigned to a third party, the 
consumer is entitled to plead against that third 
party any defence available to him against the 
original creditor. 

Consumers making payment with, or giving as 
security, bills of exchange must be suitably 
protected. 

Member States shall ensure that the existence of 
a credit agreement does not affect the consumer ' s 
rights against the supplier for non-delivery or 
non-conformity of goods or services with the 
contract; also in such circumstances consumers 
shall have a remedy against the creditor where 
there is a pre-existing agreement between the 
creditor and the supplier, and the consumer has 
pursued his remedies against the supplier but has 
failed to obtain the satisfaction to which he is 
entitled. 

Member States shall: 

- ensure that any person offering or offering to 
arrange credit obtains official authorisation; or 

- ensure that any person offering or offering to 
arrange credit is subject to inspection and 
monitoring by an institution or an official body; 
or 

- promote the establishment of consumer credit 
advice and complaints bodies . 

Articles 13-16 Implementation of the Directive. In particular 

Member States are not constrained from adopting 
more stringent provisions. 

Articles 16-17 Entry into force by 1 January 1990. A report by 

the Commission to the Council on the operation of 
the directive is due not later than 1 January 
1995. 

Article 5 is deleted. 

Basic assumptions to be made in calculating the APR are set out, 
including the treatment of variable rate agreements. 

Those Member States using a different method of calculating APRs 
when the Directive was adopted may continue to do so until 1 
January 1996. The Government, relying on this provision, intend 
to delay implementation in the UK under this provision. 



Article 9 



Article 10 



Article 11 



Article 12 
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Directive 90/88/EEC 

This Directive amends Directive 87/102/EEC as follows: 

Article 1 is amended to set out the way in which the total cost 
of the credit and the annual percentage charge must be calculated 
(the earlier Directive left the method of calculation to Member 
States ) - 
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ANNEX 5 



MONETARY 

PROPOSED 


LIMITS AND AMOUNTS 
REVISIONS 


UNDER THE 


CONSUMER 


CREDIT ACT 1974 


Section 


Short 

Description 


Present 

amount 


1993 

ecruiv 

value 


Sucrcrested 

revision 


8(2) 


Upper limit 
for regulated 
agreement 


£15,000 


£26,520 


£30,000 


15(1) (c) 


Upper limit for 
regulated hire 
agreement 


£15,000 


£26,520 


£30,000 


17(1) 


Upper limit 
for small 
agreement 


£50 


£88 . 40 


£100 


43(3) (a) 


Exemption limit 
for certain 
advertisements 


£15,000 


£26,520 


£30,000 


70(6) 


Upper limit for 
broker's fee or 
commission on 
cancelled regu- 
lated agreement 


£3 


£5.30 


£6 


75(3 ) (b) 


Upper and lower £100 

exemption limits and 
for cash price £30,000 

of goods or 
services to which 
liability of creditor 
for breaches by 
supplier applies 


£176.80 

and 

£53,040 


£200 and 
£30,000 




Fees for information to debtor/ 
hirer under: 




77(1) 


Regulated fixed- 
sum agreements 


50p 


88p 


£1 


78(1) 


Regulated running- 5 Op 

account agreements 


88p 


£1 


79(1) 


Regulated hire 


5 Op 


88p 


£1 



53 



Printed image digitised by the University of Southampton Library Digitisation Unit 



agreements 



Section 


Short Present 

Description amount 


1993 

ecruiv 

value 


Suaaested 
revision , 
rounded 


84(1) 


Upper limit of 
debtor's liabi- 
lity for loss to 
creditor following 
misuse of credit- 
token 


£50 


£88.40 


£100 


101(7) (a) 


Upper limit of 
annual hire 
payments for right 
of termination of 
regulated hire 
agreement 


£900 


£1591.20 


£2000 




Fees for information to surety under: 




107(1) 


Regulated fixed-sum 
agreements 


5 Op 


88p 


£1 


108(1) 


Regulated running- 
account agreements 


5 Op 


88p 


£1 


109(1) 


Regulated hire 
agreements 


5 Op 


88p 


£1 


110(1) 


Fee for copy of 

security 

instrument 


50p 


88p 


£1 


118(1) (b) 


Upper limit for 
use of unsworn 
statement in 
place of lost pawn- 
receipt 


£25 


£44.20 


£50 


120(1) (a) 


Upper limit of 
pawned property 
which passes to 
pawnee on failure 
to redeem within 
redemption period 
of 6 months 


£25 


£44.20 


£50 


155(1) 


Upper limit for 









broker ' s fee or 
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commission for 
services not leading 
to an agreement 



£3 



£6 



£5.30 



Section Short 

Description 



Present 1993 

amount eauiv 

value 



Suggested 
revision , 
rounded 



158(1) Fee to credit 

reference agency £1 £1.77 £2 

for copy of file 
on individual 



Note: 1993 equivalent values based on movement in RPI 

July 1982 - June 1993 
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CIRCULATION LIST 



ANNEX 6 



Advertising Association 
Advertising Standards Authority- 
Age Concern 

Association of British Chambers of Commerce 
Association of British Insurers 
Association of County Councils 
Association of District Judges 

Association of Local Authorities in Northern Ireland 

Association of London Authorities 

Association of Metropolitan Authorities 

Bank of England 

British Bankers Association 

British Insurance and Investment Brokers Association 

British Retail Consortium 

Broadcast Advertising Clearance Centre 

Building Societies Association 

Catholic Housing Aid Society 

Campaign for Plain English 

Citizens Advice Scotland 

Clifford Chance 

CCN Systems Ltd 

Confederation of British Industry 
Consumer Credit Association (UK) 

Consumer Credit Trade Association 
Consumer Law Today 
Consumers ' Association 

Consumers in the European Community Group 
Convention of Scottish Local Authorities 
Corporation of Finance Brokers 
Council of Mortgage Lenders 
Credit Card Research Group 
Credit Data and Marketing Services 
Credit Services Association 
Data Protection Registrar 

Department of Trade and Industry, Consumer Affairs Division 

Department of Trade and Industry, Deregulation Unit 

Direct Mail Services Standards Board 

Direct Marketing Association 

Equifax Europe Ltd 

Faculty of Advocates 

Federation of Independent Advice Centres 
Federation of Small Businesses 
Finance and Leasing Association 
Finance Industry Standards Association 
Forum of Private Business 

General Consumer Council for Northern Ireland 
General Council of the Bar 
HM Treasury (Banking Division) 

HM Treasury (Special Advisers) 

House Builders Federation 

Incorporated Society of British Advertisers 
Independent Television Commission 
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Independent Television Commission 



Infolink Ltd 

Institute of Consumer Advisers 

Institute of Directors 

Institute of Credit Management 

Institute of Practioners in Advertising 

Institute of Trading Standards Administration 

Law Centres Federation 

Law Commission 

Law Society 

Law Society of Northern Ireland 

Law Society of Scotland 

Leeds Chamber of Commerce and Industry 

Local Authorities Co-ordinating Body on Trading Standards 

London Boroughs Association 

London Personal Finance Association 

Lord Chancellor's Department (Policy and Legal Services Group) 
Mail Order Traders Association 
Money Advice Trust 
Money Advice Association 

National Association of Citizens Advice Bureaux 

National Consumer Council 

National Consumer Credit Federation 

National Federation of Consumer Groups 

National Pawnbrokers Association 

Newspaper Publishers Association 

Newspaper Society 

Northern Ireland Department of Economic Development, 

Trading Standards Branch 
Office of the Banking Ombudsman 
Office of the Building Society Ombudsman 
Policy Studies Institute 
Radio Authority 
Retail Credit Group 
Retail Motor Industry Federation 
Scottish Consumer Council 

Scottish Federation of Independent Advice Centres 
Scottish Motor Trade Association 
Sheriffs' Association 
Welsh Consumer Council 

All Chief Trading Standards Officers in Great Britain 
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